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Stock Market Focus
 It’s been about three months since the stock markets were at 
their 2008 lows (November 20, 2008) before bouncing upward through the 
end of the year.  But now, here we are again pushing past the lows of last 
November.  So, what is next?

As we pointed out in our last performance letter, the full impacts of 
the recession are going to be felt throughout 2009.  It appeared that the 
stock market’s somewhat over-reactive dive last November was a result of 
the anticipation that the economy would get worse before it got better.  
Now, we are getting the validation of what the markets predicted a few 
months ago, and we are seeing renewed, reactionary hand-wringing as a 
result. In November, we had decimated credit markets, disastrous mortgage 
situations, and fears of global banking meltdowns. So, has any of the 
anticipated very bad news changed for the worse?  

Actually, not really.  The reality of  the anticipated lower corporate 
earnings and the higher unemployment rates have certainly validated the 
recession.  Here is what has changed:  we now have an economic stimulus 
package, a firmer banking structure, credit markets that are starting to 
unfreeze, and government support to help stabilize the housing and 
mortgage situation.

None of this will have immediate relief to the economy, but the stock 
markets, at current lows, are possibly over-reacting as if there will be no 
relief at all.  It may mean that we will see the markets fall further before 
recovering.  We have seen this cycle before:  lots of pessimism while--
quietly in the background—corporations and the economy work their way 
through painful layoffs and cost reductions to emerge stronger later.

What To Expect

Our views have not changed since the beginning of the year:  we 
acknowledge the likelihood the markets will continue to flounder well into 
2009, and the reality of them touching new lows as they react to what is 
going to continue to be bad economic news.  However, the US is not going 
out of business.  We will therefore not be surprised to see the markets 
stabilize once emotions cease to commandeer the values of stocks.  The 
stock prices of many companies are already reflecting the expectations of 
bad news.  We don’t expect to see the overall economy get better in 2009 
(we hope that we are wrong), but we tend to concur with many on the 
likelihood that the stock market will end the year higher than its current 
levels, as well as the possibility of ending the year with positive returns.   
With the markets at their lows, much of our work is to maintain the

....continued on Page 2

Hybrid Highlights

The stock markets have had a very 
rough start in 2009.  However, we have seen 
a cushioning of these market declines in a 
number of areas where investment 
techniques are used to reduce downside 
exposure – we refer to them as hybrids:

The Ga t eway Fund , wh i c h 
traditionally purchases Put options as a 
protective measure, has protected 
investors from about half of the 
market’s decline this year.

Many closed end funds that use 
Covered Call strategies (to bring in 
current income) have outperformed 
the S&P 500, and have also declared 
quarterly dividends of 3% or more 
(12%, annualized) since the first of the 
year.

Many Long/Short funds, such as the 
Schwab Hedged Equity fund, have 
outperformed the S&P 500 due to their 
abilities to benefit when the stock 
markets decline.
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A WORD ON ADVISOR FRAUD

We are shocked and dismayed at the recent revelations regarding Bernie 
Madoff and Stanford Financial.  We’ve touched on this previously in an 
email, but it seems worth revisiting as their illegal behavior only causes 
further erosion of investor confidence. 

The ‘Ponzi’ firms you’ve read about recently served as both advisor and 
custodian of client assets.   At YoungsAG we have specifically structured 
ourselves without the ability to be a custodian, meaning we cannot, 
under any circumstance, possess or control your assets beyond our basic 
trading authority.   In our case, we are an SEC-registered (and audited) 
investment advisor.  We work, at arms-length, with third-party custodians 
such as Charles Schwab & Co., Inc. and SEI Trust Company to hold your 
assets.  This provides a key check-and-balance.  Recall that under no 
circumstance should you make checks intended for investment payable 
to our firm – they should only be made payable to yourself, for deposit 
with Schwab or SEI.

positioning of portfolios to benefit from a stock market recovery while remaining aware that the markets might still fall 
further prior seeing the eventual rebound.  At this point (similar to November observations), we agree that the likelihood of 
a 20% rebound from these lows is more probable than a further 20% decline.

 Investor jitters have caused a huge accumulation of cash on the sidelines; estimates are as much as $4 trillion in 
money market funds. (Put into perspective, that is nearly half the total market capitalization of the S&P 500).   While not all 
earmarked for the markets, many investors and managers, either hurt by panicky market exits or receiving fresh cash, are 
anxious for a sense of stability to establish an entry point.  When this will exactly happen no one knows, but we know that it 
will happen, and when it does it will drive up market valuations dramatically.  The stock markets tend to recover before the 
economy recovers.

In the meantime, we will continue to monitor for legitimate threats to your portfolios positions (as opposed to panic-
driven swoons), and seek additional defensiveness through relative value plays and other rebalancing techniques.  Our 
fundamentals have not changed:  an objective, long-term perspective continues to be the right course.

We appreciate your continued trust in our firm.  We fully understand how tough the economic climate is, and the 
impact it can have emotionally.  We ask for your continued patience & goodwill as we do our utmost to navigate your 
portfolios through these crazy markets.  We remain fully committed to you and your financial well being.

What To Expect, continued


